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February 16, 2016
Dear New Jersey leader:
“Keep the lights on and houses warm.”

That’s how most of us who work for PSE&G would probably describe our company’s main
mission. I am proud to say we have been safely and reliably keeping homes and businesses
bright and warm for more than 100 years.

While that simple statement may have described the role of a utility in the past, it no longer
captures what our electric and gas customers expect from their local utility -- now and in the
years to come.

Our customers are telling us it’s no longer enough for utilities to provide safe, reliable
service. After Superstorm Sandy devastated our state in 2012, consumers are demanding
greater resiliency against the kind of severe weather that inundated substations with walls of
water and flooded gas mains.

Qur customers say they want cleaner energy with lower greenhouse gas emissions that
contribute to climate change and global warming.

Our customers — at all income levels -- want access to new technologies and innovation that
enable them to control how much electricity and gas they use so they can keep their energy
bills affordable.

At PSE&G, we have been giving a lot of thought to these new customer expectations and
how we will meet them — all while helping customers lower their bills. I invite you to read
the enclosed white paper -- New Jersey’s Energy Future — and give us your thoughts and
ideas about the challenges we face, and the role our state’s utilities can and should play in
creating a new energy model on behalf of the people and businesses we serve.

As always, 1 thank you for the opportunity to share our views. I look forward to hearing
from you at Ralph.Larossa@pseg.com or 973 430-8248.

Sincerely,




™ PSEG

New Jersey's
=nergy Future

- How Cusiomer Bemands are Changing

= Society, 25 a whole, is increasingly
demanding cleanar ensrgy and lower

grniesions,

& {ustomers — at all income levels
~ want access 1o new technologies
like solar, high efficiency devices
and apptiances, and innovations that
enable them to monktor and control
their energy usage;

Evaryons is Inoldng for ways to lowey
their energy bilis!

. DEMANDS ON THE -
~ UTILITY OF THE FUTURE

A New Way

A modem Utility faces a new reality: Our customers want —

and need — enhanced reliahilty and resiiency. That reguires
substantial investment, Society wants — and the threat of climate
change compels us 1o provide — cleanar energy with lower
emissions. That requires further new nvestment. Our customers
want access 10 high efficiency davices and appliances, as well
as the ahifity to monitor and contral their energy Usace to lower
their bills, Many, but not all, can afford those "smart” devices and
appliances. Faimass — and the needs of soclety as a whole —
dictate that we find ways 1o make those devices and appiiances
available to customers at aff income levels in order 10 provide
universal access 1o rew technology and innovation.

We need 1o meet all of these new demands, and at the same

time, we must heln customers lower their bills,

Taday's environment requires both tiities and regulators o think
and act differently and creatively 1o meet all of these nesds.
“undamental In Energy.

> New Demand

Superstorm Sandy made clear that peaple expect more from us,
They are, quite simply, less patient than in the past. They want
fewer oltages and when outages cecur, they expect them to be
short,

At PSEAG, we have responded by Investing more than $710
billion to make our systems mare reliable and resiient, We have
done thig by Investing In:

e Raising substations fleodad by Sandy:;
s Replacing gas mains ~ some closs o 100 years old; and by
¢ Rewling and upgrading cur transmission system,

These investments are not anfy improving refiabiity and resilizncy,
but creating more than 6,000 1o 7,000 ichs a year and
strengthening the econamy. They are fundamental 1o aur efforts
to make New Jersey Energy Strong. Streamiining the regulatory
process to allow long term planning of these critical programs

— as opposed 1o a cumbersome, new Tling process every 18
moniths 16 2 years — will alow more effective planning, lowear
costs and mare consistert job creation. This is particularty critical
I today's low-cost cycle with fow gas prices and lower electric
rates due 1o long-term charges expiring.




What if ?

O course, customers, through rates, pay for these benefits. And
that's why the offset from a full program of Energy Efficiency is
such @ necessity.

Moving Energy Efficiency from the
Pariphery to the Ceanter

The fact Is: Enargy Efficiency I8 less costly and more impactld
than renswables. Yet, while we sst agaressive goals for
ienewables, we hava only taken baby steps in the area of
Fnergy Ffficlency,

It is estimated that Energy Efficiency can deliver similar benefits
as solar or wind at one-tenth the cost. We helieve Energy
Efficiency must be the centerpiece of a comprehensive effort o
bulld & sustalnable energy future in New Jersey.

The cheapest kilowatt remaing the one saved,

Even If you dort't believe in the impact of cimate change, you
shoulc care ahout how Enerqy Ffficiency can lower your utility
bill. 1t just makss economic sense.

Moreover, I society’s goal Is lower emissions, then Energy
Ffficiency — impraving lighting, replacing old heaters and
cociers and even just cauling windows - is the most
cost-effective tool we have 1o fight climate change and thus
safeguard the weli-being of fulure generations. A report by

the cansulting firm McKinsey found that by reducing demand,
efficiency improvements could move the world about 25
percent toward the ulttmate goal of avoiting the worst impacts

If New Jersey could reduce ensrgy conswmption by 2 percent:

e it wouid put $130 million in the pockets of New Jersey consumers, and

s« eliminate the emission of 1 milion tons of carbon emissions

e thiswould be equal to taking 200,000 cars off the road

Impossibie to achieve 7
That is the amount the most energy-efficient states — Massachusetts and Rhade
sland — are now achieving.

While we set aggressive goals for
renewables, we have only taken baby

steps in the area of Energy Efficiency.

of climate change. Since 2009, PSE&G hes nvestad $300
million in Energy Efficiency programs, achisving annualized
glectric and gas savings that could power 30,000 homes and
provide enolgh natural gas o supply 6,500 homes throughout
the year. We have brought the benefits of Energy Efficiency to
instiuticns ke hospitals, thus benefiting the broader public as
wall. To date, we have made Energy Efficiency improverents at
more than 30 hospitals, saving them over $11.5 millon a vear
In energy costs.

But we could do much more, working with technology providers
who are crealing new devices every day 1o help consumars
manitor their energy use and fum appliances and devices off
and on by a schadule that suits thelr lifestyles.

If Energy Ffficiency is so beneficial, why arem’t customers doing
it on their own’? Beceause it takes effort, Scores of research
studies have documented the barrlers to customers investing
In Energy Efficlency: most consumers lack information about
the benefits of efficient products, have limited rescurces
avallable for energy-ralated investiments, or are skeptical about
whether energy savings will actually materialize and justify their
investment, 1t takes a programmed approach to make it easy.

A utility, with its network and strong customer relationships, can
be the ulfimate sales channel for new, clean energy products
and services — increasing customer awareness and faciiating
thelr use with easy installation and training,

Energy Efficiency can help offset the costs of investing to make
the system more refiable or investing in renswables,

However, to fruly reach the potential that Energy Efficiency
programs ¢an provide, we need to change the regulatory
frarmework and incentives by which we cperate. Utiliies need 1o
be equally Incented o reduce use as we are to’increase It

Almost avery state that excels in reducing customery’ bills
through Energy Efflciency has their uiilifies front and center in




they are wealthier As you can see in the chart, the median
ennual income In New Jersey is $70,000, but the median
income of those with net metering is $107,000. Whie

the gap is narrowing a hit, ihose with solar have incomes _ s
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during the day and at night, and on cloudy days take it

off, while not paying their share fo maintain the grid. That's
another policy lssue in terms of faimess that eveniually

must be addressed as solar penetration increases, Cireatir g a Maocie! for Jf"wp MNation
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We are not against subsidies for solar — &l energy sousces
receive some subsidies. However, we Delieve it's imporiant for

The future which ail utilities need to be working towards is ane

our customers to et he biggest bang for the subsidy buck with universal acoess to more reliable, regllient, cleaner end

anid ensure that the results are fair. In many cases, that means
building more community-hased grid sofar solutions lke te

affordable energy:

o Supporting everyone's ability 1 ve the life they want to

live by meeting essential needs for heat, light and comiort;
Thig becomes aven more important as solar becomes a arger e Fueling a growing economy and creating Jobs; and

ones deployed by utilities

part of e energy mix. The answer to the energy needs of e Doing this in ways that are increasingly n concert with the
he future is & combination of roofiop and community solar environment, ebove el because of the unprecedented
balanced with Energy Efficiency programs. need to combat climate change,

o And not only offering universal access to gas and L
electricity but universal access 1o solar, and the tools and

Average Cost of Kwh Produced

innovations that aliow customers at all incoma levels o

lawer their energy bilis,

0.30 o \We need a new regulatory framework that faciitates long- |
g term infrastruciure modernization programs and incents }
18- 26 cents utiities to sell less efectricity and create Energy Efficiancy \
020 A programs as well as incents utilities 1o pertner with new
companies fo Innovate and offer energy-saving products
040 _ that lower bills and Drovide cleaner air,
“‘g“ e ; R small challenge .. butif we get it right, we have the
i}: 1-6cents opporunity 1o credle a modst for our nation — and without
0.00

. _ ﬂ
Roofton Solar Grid - Attached Erergy Efficiency exaggeration, for others around the world.




this effort Utites are efective at leveraging their assets - their
brand, bif, data, capital and customer relationships — to remaove
parmiers to investing in Energy Efficiency.

It's fime for new, creative and bold thinking about the role of the
Uility — with the goal of making Energy Efficiency as universally
avallable as electricity and gas are today. IUs a clear win for
customers and the environment at the lowest cost possible,

Those With Solar Have Almost Twice
The Income of the General Population
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Cleaner Energy: Renewables

Even with a comprehensive Energy Efficiency effort, our
customers will still need supply for fight, warmth and comiort,
The cleanest supply options avallable ars low- and 7ero-
emiiting power resources such as nuclear enargy and
renewables. Both nead some level of support to compensate
for the lack of a price on carbon. This should not be surprising.
Mor should it prompt undue concem. Al forms of energy
receive some suUbsidy. However, it is important fo look at the
design of a subsidy (in terms of wha gets it versus who pays for

ity to maximize the klowetts produced for every subsidy dollar —
and ensure faimess.

New Jersey is a teader in the dramatic grawth of renewable
solar energy around the country - and with increased
investment, great progress has been made i bringing down
the cost of solar energy, though maors remaing to be done.

Utltles can play a crifical role in making sure the benefits

of solar reach all customers by building community-based,
larger scale programs. In New Jersey, PSE&G has installed 27
community-based, larger scale solar projects totaling mare than
75 megawaits, which feed info the local grid and provide clean
electricity 3[0 all of our customers.

|.arger solar facilities generate energy at 50 to 60 percant of
the cost of rooftop solar.

While the sL's energy Is free, producing eleciricity with iTis not.
There is a cost o renewables in New Jersey, The thres main
subsidies for solar are the Investment Tax Credit (TG}, a federal
program that gives back a third of the construction costs; Solar
Renewable Enargy Credits, or SRECs, & state program that pays
solar owners for every megawatt produced; and net mefering,
which allows solar owners 1o sell energy at significantly above
ihs wholesale cost, The SREC price in Sepiember In New
Jarsey was around $230 a megawatt-nour, which eguals 23
cents a Kwh. With the energy priced at 3 cents, this makes the
all-in cost of solar around 24 cents a Kwh, Last month, the
average cost of energy from natural gas was around 3 cents
and nuclear 2.5 cents, Even with the drop In panel costs, solar
energy, for all of its advantages, remains & to 10 times more
expensive than traditional sources of elecricity,

The ITC is paid for through taxes; SRECSs are Uimately funded
by charges on energy Bils. So we have a situation where all of
QLU customers, including lower income clstomers, are paying

the supsidies but the benefits of sofar go to a narrow few —and

A utility — with its network and strong customer relationships — can be the ulfimate salgs

channel for new, clean energy products and services.




